This study examines a group of nonprofits rated four stars by Charity Navigator. The purpose is to determine whether this select group of charities exhibits characteristics associated with top charitable organizations, or whether the four-star rating achieved is limited to the more narrow financial metrics employed in the methodology utilized by Charity Navigator. This study finds that organizations rated four stars by Charity Navigator show a lower level of excess cash holdings, report a lower level of compensation expenses and exhibit lower sensitivity of compensation to performance. Financially, these organizations are less vulnerable than their lower rated peers. The results from this study shed light on the continuing debate of the effectiveness of rating agencies to accurately identify top performing charitable organizations.
Introduction
The current economic period in the United States has been dubbed the "Great Recession," and for good reason. From the start of the current economic downturn in December 2007, GDP has declined significantly while the unemployment rate has soared (Isidore 2009). The economic decline has placed considerable strain on nonprofit organizations delivering social services. The recession has seen a drop in funding to nonprofits while at the same time demand for basic living services such as food and shelter has risen sharply (Cardwell 2009). In fact, over half of charities have seen a decrease in donations in 2009, and 93% are feeling the effects of the downturn (Strott 2009). The competition for donations is fierce while donors have significantly fewer resources to allocate to charitable organizations.
Increasingly, charity monitoring groups have stepped into a prominent role in the market for charitable giving. Traffic to the websites of these monitoring groups is growing, further increasing their collective clout as information intermediaries in the market for contributions (Lowell et al. 2005) . Two of the largest of these groups are the Better Business Bureau Wise Giving Alliance and Charity Navigator (Lowell et al. 2005) . Prior research has found that donors respond to assessment of the Better Business Bureau Wise Giving Alliance (Chen 2009; Sloan 2008) and star ratings of Charity Navigator (Gordon et al. 2009 ). However, criticism abounds as to the effectiveness of ratings. Critics note that charitable organizations are complex and that ratings focused on financial ratios fail to adequately measure the impact a charitable organization has made towards its chosen mission (Niehaus 2003; Lowell et al. 2005) .
The purpose of this study is to examine a group of nonprofit organizations rated four stars by Charity Navigator, to determine whether this select group of charities exhibits characteristics associated with top charitable organizations, or whether the four-star rating achieved is limited to the more narrow financial metrics employed in the methodology utilized by Charity Navigator. The findings suggest that organizations rated four stars by Charity Navigator report a lower level of excess cash holdings and executive compensation than their lower rated peers. In addition, compensation paid to executives of four-star charities is less sensitive to external performance metrics and the sensitivity is weaker when more resources are available. Finally, financially, four-star rated charities are less vulnerable than their zero-to three-star peers after controlling for size. Overall, four-star organizations exhibit some desirable characteristics beyond the financial metrics used to rate them. The results of this study shed light on the continuing debate of the effectiveness of rating agencies to accurately identify top performing charitable organizations.
The remainder of this paper is organized as follows. The next section introduces Charity Navigator and discusses studies that have examined the characteristics of rated organizations. Our research questions are discussed in the third section. The fourth section describes the sample and data, followed by our analyses in the fifth section. This paper is concluded with limitations and a few final remarks.
Charity Navigator and Prior Literature 2.1 Charity Navigator
Charity Navigator, named one of the fifty coolest websites by Time (2006) , was visited by more than four million donors in 2008 and is the largest of the charity rating agencies (Charity Navigator 2009). Among numerous accolades the website has received a Forbes award for "Best of the Web" twice, was chosen by PC World as "One of America's Top Websites," and in 2007, was inducted into BusinessWeek's "Philanthropy Hall of Fame" for "revolutionizing the process of giving" (Charity Navigator 2009).
Charity Navigator aims to help individual donors to choose contribution recipients. Consistent with this goal, Charity Navigator evaluates only public charities. More specifically, these public charities show strong dependence on public donations. They report at least $500,000 public support in the most recent fiscal year. They also have filed Form 990s with the Internal Revenue Service (IRS) for at least four years and they are based in the United States. These organizations do not need to have any relation with Charity Navigator. In addition, donors can place a request of rating for organizations they are interested in.
Charity Navigator assigns points to each organization it rates in seven categories. The seven categories include program expense ratio, administrative expense ratio, fundraising expense ratio, fundraising efficiency, revenue growth, program expense growth, and working capital. Each of the seven categories is worth a maximum of ten points. Thus, a charity meeting the top requirement in each category would receive a maximum of 70 points. A charity that receives at least 60 total points receives a four-star rating from Charity Navigator. Conversely, a charity with less than 25 total points would receive zero stars. (Note 1) An organization rated four-stars has obtained the best rating Charity Navigator offers and is widely cited as an exemplary organization. Charity Navigator prominently displays four-star rated organizations by providing a link on its homepage to an exclusive list of four-star organizations. Organizations also proudly display the four-star rating on their websites. (Note 2) Further validating the significance of the Charity Navigator ratings, Gordon et al. (2009) find that a change in the star rating of an organization is associated with a concurrent change in contributions flowing into the organization. A follow up study by Grant (2010) supports the notion that donors respond to the Charity Navigator ratings. (Note 3) The significance of the four-star rating motivates the significance of studying the underlying characteristics of these organizations.
Review of the Extant Literature
While the academic study of rating agencies is in its infancy in the nonprofit sector, there exists a robust literature on the effectiveness of ratings in the for-profit sector. Rating agencies such as Moody's and Standard and Poor's have long provided ratings of bond and stock issues of publicly traded companies. Prior literature has found that a refinement in Moody's Rating system leads to an increase in debt value, a fall in equity value, and a decline in the volatilities implied by the price of options when Moody's announces better than expected ratings (Kliger and Sarig 2000) . In addition, excess bond returns are associated with rating changes by Moody's and Standard and Poor's (Hand et al. 1992) . The information content of the credit ratings increased after Regulation FD and nonpublic disclosures were limited (Jorion et al. 2005) . Finally, recent conservatism exhibited by the rating agencies has affected the debt spreads and capital structure of companies (Baghai et al. 2011 ).
Not to be outdone, equity analysts will make buy and sell recommendations based on their review of the value of the stock relative to its market value. Prior literature has found that the release of analyst's buy (sell) recommendations is associated with an increase (decrease) in stock price even when there is no new information released about a stock (Womack 1996) . In decomposing analysts' recommendations, stocks with strong buy recommendations tend to have more recent positive EPS momentum and surprise, recent positive relative price momentum, and recent positive EPS forecast revisions (Stickel 2007) . These stocks also have stronger balance sheets and have higher long-term EPS growth forecasts (Stickel 2007) . Similar to the literature on rating agencies and analyst in the for-profit sector, this study builds off of Gordon et al. (2009) to determine the characteristics of four-star organizations and information content signaled to the market for charitable contributions. The next section discusses our research questions.
Research Questions
One marked difference between for-profit and nonprofit enterprises is that a nonprofit organization lacks a residual claimant (i.e. no shareholders). Fama and Jensen (1983, pg. 342) conclude that "The absence of residual claims avoids the donor-residual claimant agency problem and explains the dominance of nonprofits in donor-financed activities." This has been a common view shared by many concerning the level of agency cost in nonprofit organizations. However, agency problems do exist in nonprofit organizations in the form of excessive compensation and entrenchment, and these problems are exacerbated if the nonprofit organization is not properly monitored (Hansman 1996) . The relatively weak outside monitoring mechanisms, coupled with the fact that the typical nonprofit Board of Directors serves primarily in a fundraising capacity result in few monitors of management activities. Fisman and Hubbard (2005) note that organizations will hold precautionary savings, which is referred to as cash holdings in the context of this study, to guard against adverse revenue or expenditure shocks. However, they note that the presence of a fund balance to smooth expenditures "may facilitate managerial 'stealing,' analogous to the free cash holdings described by Jensen and Meckling (1976) in for profits" (Fisman and Hubbard 2005, pg. 2232) .
Truly exemplary nonprofit organizations are expected to be well run and avoid the agency problems of excess cash holdings and compensation that plagues troubled nonprofits. Core et al. (2006) examine various interpretations for excess endowment holdings in charitable nonprofits. (Note 4) The authors find that nonprofit organizations with persistent excess endowments do not exhibit higher growth in program expenses or investments. They also find that the program expense ratio (program expenses divided by total expenses) is lower for organizations with excess endowments and there is a positive association between excess endowments and compensation. They conclude that excess endowments are associated with greater agency problems. Given the fact exemplary nonprofit organizations are expected to have less severe agency problems, our first research question tests whether four-star organizations have a lower level of excess cash holdings compared to their lower rated peers. Our first research question is stated as follows: RQ1: Do organizations rated four stars by Charity Navigator have a lower level of excess cash holdings compared to their lower rated peers?
A positive relation between executive pay and performance has long been established (Jensen and Murphy 1990) . The positive relation between pay and performance has also been established in nonprofit organizations (Baber et al. 2002) . Recently, research has found results consistent with high performing companies having a greater level of pay for performance sensitivity in compensation (Baek and Pagan 2006) . However, it is not clear whether highly rated nonprofit organizations should exhibit a greater pay for performance sensitivity. Critics of external performance measures, such as the ratio of program expenses to total expenses, argue that these measures do not capture how effectively a nonprofit achieves its mission (Pallotta 2008) (Note 5). If executives of highly rated nonprofit organizations are more effective at achieving the organization missions and this effectiveness is mainly captured in unobservable performance metrics, than we would expect highly rated nonprofit executives to exhibit a lower pay for performance sensitivity. Research question 2a tests whether four-star organizations have a differential pay for performance sensitivity compared with their lower rated peers.
RQ2a: Do four-star organizations exhibit a differential pay for performance sensitivity than their lower rated peers?
Donors to charitable organizations are diffuse and there have been calls from advocates for increasing donor scrutiny of the practices of nonprofits to ensure that compensation is just and reasonable (Frumkin 2001) . Regulators and Congress have responded to the concerns over compensation practices of nonprofits by probing nonprofits about their compensation practices and procedures (IRS 2004) . In addition, the Panel on the Nonprofit Sector issued a report sent to Congress and the IRS, recommending more than 120 actions be taken by the IRS, Congress, and charitable organizations (Clolery 2005) . Among the actions to be taken the Panel recommended that Congress strengthen the penalties levied on board members who approve and executives who receive excessive compensation, that the IRS revise the Form 990 to make the total compensation of executives clearer to the public and regulators, and that charitable organization boards approve executive compensation each year. Research question 2b tests whether four-star organizations have a lower level of compensation compared with their lower rated peers.
RQ2b: Do four-star organizations have a lower level of compensation compared to their lower rated peers?
A major role rating agencies play in the market for charitable contributions is to decipher which organizations are financially strong and which organizations are ill prepared to weather the economic down cycles. It was reported that 93 percent of nonprofits experienced the effects of the recent downturn, and 80 percent had experienced cuts in their funding (Strott 2009). Organizations in financial distress are more likely to cut back on services to the community thereby less effectively fulfilling the organization's mission. A financially healthy organization reassures donors that contributions will go towards fulfilling the mission and not to prop up a financially distressed organization. Research question three tests whether four-star organizations are more financially viable then their lower rated peers.
RQ3: Do four-star organizations exhibit less financial vulnerability than their lower rated peers?
Sample Selection and Data

Sample Selection
Our sample selection procedures are reported in Table 1 . We collected rating information from the Charity Navigator website in September 2008. The ratings are for 1,041 unique charities in human services. (Note 6) We retrieve the financial information of these charities from their Form 990s. The 2004-2007 information is obtained from the GuideStar database and supplemented with hand collected data. The 1999-2003 information is digitized financial data from the National Center for Charitable Statistics (NCCS). We could not obtain financial information for 113 charities. We further reduce the sample for missing or outlier values of compensation. Our final sample includes 815 charities. Because the investigation of each research question requires different financial data, the number of observations may vary from model to model. For example, the excess cash holding model requires five consecutive years of financial data while the compensation model does not. In cases such as missing one year of data, it affects the sample size of the excess cash holding model more than the compensation model.
[Insert Table 1 here]
Data
Table 2 presents the descriptive statistics for the 815 charities over their rating years. The mean (median) of total assets is $19.503 ($6.001) million. The mean (median) of total revenue is $19.829 ($5.371) million. The fact that the means are greater than the medians suggests the importance of controlling for size in later analyses. We specify compensation as the total compensation to current and former officers, directors, key employees, and disqualified persons (column A of lines 25a, 25b, and 25c). The mean (median) compensation is $239 thousand ($143 thousand). The change measures have fewer observations because of additional data requirements. The mean (median) change in revenue is $2.471 ($0.274) million. The mean (median) percent change in total compensation is 17.1 percent (6 percent). Approximately 11 percent of the sample changes their rating to a four-star. On average, liabilities are about 18.6 percent of total assets. Administrative expenses are approximately 8.7 percent of total revenue.
[Insert Table 2 here]
The sample includes 49 zero-star, 226 one-star, 556 two-star, 828 three-star, and 673 four-star ratings. In Table 3 , we report the descriptive statistics by rating. The statistics show that in the rating year, differences in total assets by rating are not as much as those in total revenue or total expenses. The four-star group has greater changes in total revenue than other groups do. The median total compensation is comparable from the one-star group to the four-star group, and the majority of their compensation has increased from the previous year. Program ratios, program expenses as a percentage of total revenue, are generally greater in the three-and four-star groups, but there are also high ratios in the one-and two-star groups. Compared to the previous year, most program ratios are lower. This is the case across all rating groups. Liabilities in the four-star group are a smaller fraction of total assets than those in other groups. The difference between total revenue and total expenses scaled by total revenue, defined as margin in this study, is higher in the four-star group than in other groups. Administrative expenses are a smaller percentage of total revenue in the four-star group than in other groups. Details are presented in Table 3 .
[Insert Table 3 here]
Findings
In this section, we empirically examine the characteristics of four-star charities. We compare excess cash holdings of four-star charities with those of their lower rated peers in the year following the rating. We examine whether the pay-performance association is different for four-star charities than for all other charities. We also compare four-star charities and other charities in financial vulnerability in the future.
RQ1: Excess Cash Holdings
Following Core et al. (2006) Table 4 , the two-sample t-test shows that in the year following the rating, the excess cash holdings of four-star charities are significantly lower than those of other charities (t = -3.86, p = 0.00). As descriptive analyses in Table 2 indicate that sample charities are skewed in size, we further test whether the difference in excess cash holdings is essentially a size effect. We match the four-star charities with the zero-to three-star charities by various measures of size and then compare their excess cash holdings. Charities from the two rating groups are first matched on total assets. The z-test (z = -4.79, p = 0.00) shows that charities with a four-star rating have significantly less excess cash holdings than their lower rated peers in the year following the rating. Charities are next matched on total revenue. Four-star charities show significantly lower excess cash holdings than zeroto three-star charities in the year after the rating (z = -4.16, p = 0.00). When charities are matched on direct support, the phenomenon of lower excess cash holdings for four-star charities still exists in the year after the rating (z = -3.06, p = 0.00). Matching the charities on total contribution, four-star charities exhibit lower excess cash holdings than their lower rated peers in the year after rating (z = -2.62, p = 0.01). When charities are matched on unrestricted assets as reported, the z-test shows that four-star charities have a significantly lower level of excess cash holdings than their lower rated peers (z = -5.19, p = 0.00). In sum, charities rated four stars have significantly lower excess cash holdings compared to their lower rated peers, and this phenomenon is not driven by size. (Note 9)
[Insert Table 4 here]
RQ2a and RQ2b: Pay-Performance Association and Executive Compensation
To examine the association between pay and performance and whether four-star charities behave differently than other charities, we test the following level model: 
where Ln Compensation is the natural logarithm of total compensation (column A of lines 25a, 25b, and 25c); Ln Program Ratio is the natural logarithm of program expenses (line 13) as a ratio of total expenses (line17); 4-Star, an indicator variable, equals 1 if the rating is a four-star, and 0 otherwise; State and Year are indicator variables as defined in model (1).
This model is in the spirit of the Baber et al. (2002) model that compensation is a function of both resources available and the relative spending on charitable services. The effects of individual age, experience, and tenure with the charity are assumed to be random, as the dependent variable is total compensation to a wide range of people, including current and former officers, directors, key employees, and disqualified persons. The benchmark model in column (I) of Table 5 does not include 4-Star and its interaction terms. It shows that total compensation and total revenue are positively associated, while total compensation and the program expense as a percentage of total expenses are not. It appears that program ratio is not as emphasized as total revenue in compensation. In column (II), we add the 4-Star variable to the model. The coefficient on this variable is significantly negative, suggesting that after controlling for revenue and program ratio, four-star charities are associated with lower compensation. Adding the interaction between 4-Star and Ln Revenue to the model in column (III), only the coefficient on Ln Revenue is significantly different than zero. In column (IV), the interaction between 4-Star and Ln Program Ratio is significantly negative, suggesting that the sensitivity of pay to relative performance is weaker for four-star charities than for other charities. The complete model in column (V) shows that the coefficient on the three-way interaction term is significantly negative, suggesting that the pay to relative performance is weaker when more resources is available for four-star charities than for zero-to three-star charities.
In summary, after controlling for resources available and relative performance in charitable service, four-star charities exhibit lower total compensation than other charities do. The compensation sensitivity to relative performance is weaker for four-star charities than for all other charities. And the sensitivity is even weaker when more resources are available.
[Insert Table 5 here]
RQ3: Financial Vulnerability
In this section, we compare the financial vulnerability of four-star charities with that of their lower-rated peers. We use two models to estimate the financial vulnerability index (FVI). Our first measure, FVI_1, follows Greenlee and Trussel (2000):
where, Z = -3.0610 + 0.1153*Equity + 1.2528*Concentration -2.2639*Admin -3.4289*Margin; Equity is total equity (line 59b -line 66b) divided by total revenue (line12); Concentration is the revenue concentration ratio, which is the total of the squares of each revenue source as a percentage of total revenue; Admin is the administrative expense (line 14) scaled by total revenue (line 12); and Margin is the difference between total revenue (line 12) and total expense (line 17) and then scaled by total revenue. Greenlee and Trussel (2000) suggest that a greater than 0.10 value is a strong indicator of financial vulnerability, a less than 0.07 value is a strong indicator of no financial vulnerability, and a value in between 0.07 and 0.10 is not a clear indicator of either situation. We compute all the financial measures used in the calculation of FVI_1 and FVI_2. We check the correlations between these measures and the seven measures used by Charity Navigator to rate nonprofit organizations. Note that Admin in the calculation of FVI is scaled by total revenue and the Administration Expense by Charity Navigator is scaled by total functional expenses. As reported in Table 6 Panel A, these two measures are significantly correlated. The correlation between Equity and Working Capital Ratio is also relatively high. This is because working capital is calculated in a similar way as equity. Except for the Spearman correlation between Admin and Program Expenses, the absolute values of other correlations between the two groups are not greater than 0.50, suggesting that it is unlikely that there is a mechanical relation between the Charity Navigator rating and the financial vulnerability index. In addition, the correlations between 4-Star and the variables used to calculate the financial vulnerability index are low -the absolute values of these correlations are less than 0.22. To further reduce the concern for mechanical relation, we compare the financial vulnerability measures in the year after the rating.
In Table 6 Panel B, we compare financial vulnerability across rating groups. Four-star charities have comparable FVI_1 values as other charities do (t = -0.81, p = 0.42). However, when the size effect is considered in the calculation of the index such as in FVI_2 , four-star charities exhibit significantly lower FVI_2 values than other charities do (t = -3.69, p=0.00). We further define LFV_1 as 1 if FVI_1 indicates that the charity will not be in financial trouble, and 0 otherwise. LFV_2 is defined in a similar way based on the value of FVI_2. Comparing the means of LFV_1, the t-test indicates that four-star charities do not have advantages in financial health (t =0.27, p=0.79). However, the test of the difference in the means of LFV_2 suggests that more four-star charities are financially healthy than charities in lower rated groups (t = 1.85, p = 0.07). Table 6 provides evidence that after controlling for size, four-star charities exhibit characteristics consistent with low probability of financial vulnerability in the future.
[Insert Table 6 here]
Comparison with Three-Star Charities
Charity Navigator star ratings are derived from numeric scores. The difference in the numeric scores between a four-star (60-70) and a three-star (50-60) rating is less than 20 points. We examine whether the characteristics four-star charities exhibit above still hold when they are only compared with the closely rated three-star charities. The results show that four-star charities have significantly less excess cash holdings than three-star charities do in the year after rating. The sensitivity of compensation to performance is similar for four-star charities and three-star charities. Four-star charities are comparable to three-star charities in the probability of being financially vulnerable and the percentage of financially stable charities is not significantly different for these two rating groups. Overall, four-star charities exhibit characteristics associated with lower agency costs relative to three-star organizations.
Limitations and Concluding Remarks
The importance of rating agencies in the market for charitable contributions has been well documented in the literature (Gordon et al. 2009; Chen 2009; Sloan 2008) . Charity Navigator, one of the largest rating agencies, has grown in influence in recent years. However, a lingering question has been how informative the ratings by the rating agencies are. Specifically, this study addresses whether the Charity Navigator four-star rating truly represents exemplary nonprofit organizations. When compared to organizations rated toward the bottom of Charity Navigator's rating scale (0~3 stars), we find that four-star organizations have a lower level of excess cash holdings. This finding validates Charity Navigator four-star organizations as having a lower level of agency problems, a finding we would expect among top rated nonprofit organizations. Top rated organizations are expected to be financially secure to effectively carry out their mission. As expected, we find that four-star organizations are less financially vulnerable than their lower rated peers. Finally, we find that four-star rated organizations have lower levels of executive compensation and a lower level of pay for performance sensitivity compared to their lower rated peers. The compensation finding is interesting and should provide further support for four-star rated organizations prudently managing resources. In sum, four-star organizations present some characteristics consistent with what the public desire for top nonprofit organizations.
There are a couple of limitations to this current study. First, Charity Navigator only rates a sample of larger nonprofits. Findings from this study do not generalize to the majority of nonprofits that are not rated by Charity Navigator. Second, our study highlights characteristics associated with a four-star rating. We cannot draw a causal link between these characteristics and achieving a high rating. Additionally, our study focuses on one sector of nonprofit organizations, human services, and thus, our findings may not be generalized to other nonprofit sectors.
Notwithstanding the limitations of the study, the results of this study should be of interest to nonprofit stakeholders and others with an interest in the market for charitable contributions. This study provides empirical evidence validating the growing role information intermediaries are playing in the market for charitable contributions and sheds light on the debate of the credibility of the ratings of nonprofit organizations. Fruitful avenues of future research would be to further investigate the implications of consistency across ratings agencies, as well as developing additional metrics by which nonprofit organizations, and by extension, rating agencies may be judged. Total Revenue ($) is the overall income of the year (line 12). Total Compensation ($) is the total compensation to current and former officers, directors, key employees, and disqualified persons (column A of lines 25a, 25b, and 25c). Total Expenses ($) is the total of program expenses, management expenses, fundraising expenses, and payments to affiliates (line 17). Program Expense ($) is the expense on charity programs (line 13). Program Ratio is the ratio of program expense to total revenue. ∆Revenue ($) is the difference between total revenue in year t and in year t-1. % ∆Compensation is the difference of total compensation between year t and year t-1 scaled by the year t-1 total contribution. ∆ Program Ratio is the difference between program ratio in year t and year t-1. Change to 4 is an indicator variable, equal 1 if the charity's rating changes from a non-four star rating in yea t-1 to a four-star in year t. Excess cash holdings is the excess cash holdings, measured as the residual from model (1) below. Cash holdings / Expense it = β 0 + β 1 CVRev it + β 2 Ln Revenue it + β 3 Access to Debt it + β 4 Access to Debt*CVRev it + β j State + β m Year + ε i t (1) where CVRev is the coefficient of variation of total revenue (line 12), measured as the ratio of the standard deviation of total revenue to the mean of total revenue over the last five years up to the year of rating; Ln Revenue is the natural logarithm of total revenue (line 12); Access to Debt is an indicator variable, equals 1 if the charity has tax-exempt bond liabilities (line 64a, column b) or mortgages and other notes payable (line 64b, column b) in the last five years up to the year of rating; Access to Debt*CVRev is the interaction term of Access to Debt and CVRev; State is the indicator variables for states; and Year is the indicator variables for year. Debt is total liabilities (line 66b) scaled by total assets (line 59b). Equity is total equity (line 59b -line 66b) divided by total revenue (line 12). Concentration is the revenue concentration ratio, which is the total of the squares of each revenue source such as contributions to donor advised funds (line 1a), direct public support (line 1b), indirect public support (line 1c) and so on as a percentage of the total revenue (line 12). Margin is the difference between total revenue (line 12) and total expense (line 17) and then scaled by total revenue. Admin is the administrative expense (line 14) scaled by total revenue (line 12). (1) where Cash Holdings is liquid assets that is the total of cash (line 45, column b), savings (line 46, column b), investments on publicly-traded securities (line 54a, column b), and investments on other securities (line 54b, column b); Expenses is total expenses (line 17); CVRev is the coefficient of variation of total revenue (line 12), measured as the ratio of the standard deviation of total revenue to the mean of total revenue over the last five years up to the year of rating; Ln Revenue is the natural logarithm of total revenue (line 12); Access to Debt is an indicator variable, equals 1 if the charity has tax-exempt bond liabilities (line 64a, column b) or mortgages and other notes payable (line 64b, column b) in the last five years up to the year of rating; Access to Debt*CVRev is the interaction term of Access to Debt and CVRev; State is the indicator variables for states; and Year is the indicator variables for year. This table presents the effect of the four-star rating on pay-performance sensitivity. Ln Compensation is the natural logarithm of total compensation (column A of lines 25a, 25b, and 25c); Ln Program Ratio is the natural logarithm of program expenses (line 13) as a ratio of total expenses (line17); 4-Star is an indicator variable, equals 1 if the rating is a four-star, and 0 otherwise; State is the indicator variables for states; and Year is the indicator variables for year. Under the parameter estimates are t-statistics in parentheses, calculated based on clustered standard errors. **, *** represent significance at 5 and 1 percent level, respectively (two-tailed). This table examines the correlations between variables used to compute the financial vulnerability index and variables used to calculate Charity Navigator ratings. It also compares the year t+1 financial vulnerability of four-star charities and lower rated charities. Variables used to compute the financial vulnerability index are obtained from Form 990s. Debt is total liabilities (line 66b) scaled by total assets (line 59b). Equity is total equity (line 59b -line 66b) divided by total revenue (line 12). Concentration is the revenue concentration ratio, which is the total of the squares of each revenue source such as contributions to donor advised funds (line 1a), direct public support (line 1b), indirect public support (line 1c) and so on as a percentage of the total revenue (line 12). Admin is the administrative expense (line 14) scaled by total revenue (line 12). Margin is the difference between total revenue (line 12) and total expense (line 17) and then scaled by total revenue. Size is the natural logarithm of total assets (line 59b ]-1, where Y 0 is the revenue measured in the first year of the interval analyzed, Y n is the revenue measured at the end of the interval analyzed, and n is the length of the interval in years varying from 2 to 4 years. Program Expense Growth is computed as [(Y n /Y 0 ) (1/n) ]-1, where Y 0 is the program expense measured in the first year of the interval analyzed, Y n is the program expense measured at the end of the interval analyzed, and n is the length of the interval in years varying from 2 to 4 years. Working Capital Ratio is working capital, including cash and cash equivalents, savings, receivables, investments in securities, accounts and grants payable, and accrued expenses, divided by total expenses. The financial vulnerability indexes: FVI_1 is calculated following Greenlee and Trussel (2000) : FVI_1 = 1/(1+e -z ) (4) where Z = -3.0610 + 0.1153*Equity + 1.2528*Concentration -2.2639*Admin -3.4289*Margin. FVI_2 is calculated using equation (4) above (Trussel et al. 2002) , but Z=0.7754 + 0.9272*Debt + 0.1496*Concentration + 0.1206*Admin -2.8419*Margin -0.1665*Size. LFV_1 equals 1 if FVI_1 is less than 0.07, and 0 otherwise. LFV_2 equals 1 if FVI_2 is less than 0.10, and 0 otherwise.
In Panel A, correlations significant at 0.01 level are in bold, and those significant at 0.05 level are in italic. The column numbers on the top of the correlation table corresponds to the variable numbers on the left. p-values in both panels are two-tailed.
